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KEY ECONOMIC INDICATORS - SWITZERLAND (a) 


Monthly Average Exchange Rate for Sept. 1982, Pct change from 
1 U.S.$ equals SF 2.13 (b) previous year 


1980 1981 1982 1980 1981 
(Jan-Sept) 
Income, Production, Employment 
GDP at current prices 170,330 185,565 145,590 
- Private consumption 108,040 215,755 86,695 
- Government consumption 21,980 23,465 18,920 
- Fixed investment 46,720 48,135 33,450 
GDP at 1970 prices 102,625 104,615 77,360 
GNP per capita, current 
prices (SF) 27,828 30,393 
Savings as percent of 
disposable income 3.3 4.2 
Employment, excluding agriculture 
(millions) 2.84 
Unemployment rates 
(percent of total workforce) ° 0.2 


Indices 
New Industrial Orders (1975=100) 
Industrial Production (1963=100) 
Retail Sales (previous year=100) 
Real wages per employee 
(previous year=100) 
Consumer prices (9/77=100) 
Wholesale prices (1963=100) 


Money 
Adjusted Central Bank Money 


(ACBM) (end of period) 28,149 27,986 
Federal Debt 24,409 24,677 == 
Central Bank discount rate ($%) 3 6 5 
Government bond yield - 

end of period ($%) 4.73 5.84 4.43 


Balance of Payments and Trade 
Gold and foreign exchange res. 39,260 37,398 37,476 


Imports (cif) 58,972 60,094 42,752 
Exports (fob) 48,581 52,822 38,397 
Imports from U.S. 3,552 4,129 2072 
Exports to U.S. 4,105 4,475 2,974 
Balance of trade -10, 391 -7,272 -4,361 
Balance of payments (curr.acct.) - 905 5,090 ~- 


Main industrial imports from the U.S. in 1981 (SF miilions) 


Aircraft and aircraft parts 467 Organic chemicals 

Industrial Machinery 431 Optical,Medical and Industrial 
Communications and Power Equipment 309 Process, Control instruments 289 
EDP Systems, Business machines 311 Precious Stones and Jewelry 465 


All figures are in million Swiss Francs except where noted otherwise. 
Yearly average exchange rate was SF 1.67/$U.S. in 1980 and 
SF 1.98/$U.S. in 1981. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economy at a glance 


-- Real economic growth will decline in 1982 following modest growth 
of 1.9 percent in GDP during 1981 

-- Switzerland continues to enjoy virtual full employment, compared 
with other industrialized countries - but unemployment advanced 
rapidly in 1982 from 0.2 percent to 0.7 percent in November. 

-- Progress against inflation has been unsteady, with October 1982 
showing a 6.2 percent year-on-year price increase compared with 6.5 
percent real year-on-year increase for all of 1981. 

-- The Swiss National Bank will continue focussing its policy on 
price stability, announcing a moderate 3 percent growth target for 
the monetary base. 

-- The Federal Government budget deficit will remain low in 1982 at 
about SF 1 billion, roughly 0.5 percent of GNP. 

-- The current account is likely to show another healthy surplus as 
the trade deficit narrows and income from foreign investments 
continue. 

-- Key elements that could help turn the economy around are the 
export, particularly heavy machinery, and construction sectors. 
Exports will depend on recovery in important OECD markets, while 
construction could get a boost from continued decline in interest 
rates and production costs. 


Economic Slowdown Takes Hold in 1982 


In contrast to Switzerland's strong economic expansion in 1980 and 
resistance to 1981's general world economic slowdown, a marked 
reduction in growth took hold in Switzerland during 1982. The first 
signs appeared in late 1981 and economic indicators have continued 
to reveal further deterioration during the first three quarters of 
1982. 


In 1981 Switzerland had a modest real growth in Gross Domestic 
Product (GDP) of 1.9 percent, in contrast to negative or almost flat 
growth in neighboring industrialized countries. Particularly strong 
performance in the construction (up 4.1 percent) and export sectors 
(up 4.7 percent) contributed to 1981's growth. By contrast, consumer 
expenditure was relatively sluggish, increasing 0.5 percent in real 
terms compared to a 2.6 advance in 1980. Weakening consumer 
expenditure and a 3.6 percent real decrease in total investment were 
among the key negative indicators in 1981. Productivity growth also 


slowed to a 0.7 percent increase compared to 1980's 2.7 percent 
growth. 





For the full-year 1982 real GDP growth is expected to be negative. 
Estimates range from Government forecasts of minus 0.5 to private 
forecasts of minus 1.8 percent. The slowdown was expected, in view 
of the poor economic performance by Switzerland's major trading 
partners and the decline in domestic construction. 


The slowdown of the Swiss economy in 1982 is reflected by a variety 
of indicators: a) industrial production declined by 2 percent in the 
second quarter of 1982 compared to the previous year; b) total 
employment in the first three quarters of 1982 decreased by 2.1 
percent with unemployment hitting 0.7 percent in November; and c) 
industrial capacity utilization dropped to 78 percent in the third 
quarter of 1982, down 6 percentage points from the previous year. 
Moreover, gross domestic investment (nearly 30 percent of GDP) 
dropped by 3 percent in the second quarter of 1982 reflecting 
softening construction activity and investment in new plant and 
equipment. The reduction in mortgage rates, which smaller cantonal 
banks initiated in late 1982 , could help mitigate the downturn in 
construction activity, but not until the latter part of 1983. 


An overriding element in 1982's slide was clearly the lack of growth 
in Switzerland's principal export markets. The heavy machinery 
industry, a major source of Swiss exports, registered a third 
quarter 13.8 percent reduction in total orders, with foreign demand 
falling even faster - 15.3 percent and 16.5 percent in the second 
and third quarters. The bleak outlook in this sector will improve 
only as world economic recovery becomes firmly established. 


Retail sales 


Nominal retail sales maintained only moderate growth throughout 1982 
after a 6.2 percent increase in 1981. In real terms, however, 


retail sales began falling in the last quarter of 1981 and continued 
a softening trend through the first three quarters of 1982 - 2.9 


percent off by the third quarter. Food, beverages, tobacco, and 
clothes and textile products were the weakest performers. 


Foreign trade 


External trade is a significant contributor to the Swiss economy, 
accounting for nearly 40 percent of GNP. During the first nine 

- months of 1982, imports dropped in nominal terms by 4.7 percent to 
SF 42.8 billion, and exports by 0.3 percent to SF 38.4 billion, 
compared with the previous year. In real terms, imports and exports 
declined by 1.5 percent and 2.5 percent, respectively. The biggest 
import losses were registered for capital goods, notably textile 
machines, metalworking and construction machinery, and paper and 
printing machinery, and for raw materials and semi-finished 
products. Imports of consumer goods, on the other hand, remained 
stable, while power equipment imports showed considerable gains. 





The decline in Swiss exports was due chiefly to the slump in 
Switzerland's two principal trading partners, West Germany and 

France. Exports to West Germany declined 1.5 percent and to France 

3.2 percent for the first three quarters. During the same period 

Swiss sales to the United States rose by a modest 0.5 percent. Swiss 
purchases from the United States fell sharply - by 14.1 percent - almost 
entirely due to a decline in civil aircraft deliveries. As a result of a 
sharp drop in imports, coupled with only a marginal decline in exports, 
the Swiss trade deficit was SF 4.4 billion at the end of September 


1982, down 31.2 percent from the previous vear- The 
slowdown in Switzerland's foreign trade will directly affect its 


total economic performance. More important, the significance of 
this sector illustrates Switzerland's reliance on economic recovery 


in other industrialized countries to help it reverse the economic 
downturn. 


Strong current account surplus 


Switzerland's 1981 current account surplus reached SF 5.1 billion, a 
sharp reversal from 1980's deficit of SF 0.8 billion, and 
reestablishing the more typical pattern of Switzerland's healthy 
current account surpluses. During the 1975 - 1979 period the 
current account surplus averaged SF 5 billion. 


The return to a current account surplus flowed from a reduction in 
the traditional trade deficit, and a sizable pick-up in foreign 
investment income. (In 1980 the trade deficit more than doubled 
largely from a 21 percent surge in imports while exports expanded 
only 10.3 percent.) 1981 merchandise imports fell back sharply to a 
1.9 percent annual increase while exports continued to grow by 8.7 
percent. Investment income, benefitting from high yields in foreign 
markets, jumped 29 percent to SF 13.2 billion. 


The current account trend emerging in 1982 suggests a slight 
improvement in the surplus position. The merchandise account 
deficit for the first 10 months of 1982 was SF 5.7 billion versus SF 
6.8 billion in 1981 during the same time period. Investment income 


could also advance slightly in 1982 as investors continue to benefit 
from high foreign interest rates. 


Employment 


By international standards Switzerland continues to enjoy virtually 
full employment. However, softening economic activity and the 
relatively bleak outlook for the first half of 1983 led to an 
increase in the unemployed. The rate of unemployment was 0.2 
percent in October 1981 and stood at 0.7 percent in November 1982, 
reflecting an advance in the number of unemployed from 10,473 to 
20,349. 





A deepening of economic slowdown throughout the Swiss economy is 
likely to push the unemployment figure higher in 1983. The number 
of short time workers increased even more dramatically - from 11,610 
in October 1981 to 51,479 at the end of October 1982. As a rule, 
Swiss companies try to maintain their pool of skilled workers by 
occupying them part-time in preference to lay-offs. Sectors 
primarily affected by unemployment or short-time are the machine and 
watch industries, the textile industry, the construction industry, 
and certain branches of the services sector, notably secretarial 
staff in forwarding agencies and import and export businesses. Job 
vacancies totalled 5,228 at the end of October 1982 compared to 
10,562 open positions a year ago. 


Inflationary pressures 


Inflation in Switzerland continued to be high in historic terms, 
with the year-on-year consumer price increase surpassing that 
experienced in several other industrialized countries. In November 
Swiss voters approved by referendum a popular initiative requesting 
the Government to introduce a permanent system of price monitoring. 
The proposed constitutional amendment which the Federal Council must 
now implement focuses on "price abuses, most particularly by cartels 
and cartel-like institutions." Given the limiting language of the 
initiative it is unlikely the new system will be as comprehensive as 
the temporary price monitoring system in place during 1973 - 78 
which was administered by a Federal bureaucracy with authority to 
require price roll backs. Most observers expect little or no €ffect 
on market forces from the new amendment. 


Progress against inflation during 1982 has been unsteady. The 
Consumer Price Index (CPI) dropped in the first quarter of 1982 from 
the 6.5 percent year-on-year rise of 1981 to 5.4 percent 
year-on-year increase due to seasonal factors. Year-on-year 
increases of 6 percent or more were registered in June and July, but 
then prices moderated with September showing a 5.5 percent 

increase. In October the CPI bounced back to a 6.2 percent increase 
due to upward pressures from heating oil and electricity prices. 


Wholesale prices rose at 5.8 percent year-on-year in 1981, but in 
contrast to the CPI, have followed a steady downward trend during 
1982. Consumer goods provided the downward impetus in the first 
part of 1982, but by the third quarter slowing price advances for 
primary and semi-finished goods provided the major dampening 
influence (1.5 percent increase in third quarter) due to production 
fall offs. Prices of imported wholesale goods were a major 
contributor to the moderating trend in wholesale prices, showing a 
year-on-year decline of 1.6 percent in the third quarter. 





Conservative Monetary and Fiscal Policies 


Since 1975, the Swiss National Bank (SNB) has focused on the use of 
adjusted monetary base as the principal instrument to control money 
supply growth. During 1978 and 1979 the SNB temporarily shifted its 
attention to exchange market stability and a reversal of the Swiss 
franc's sharp appreciation. The temporary policy shift was partly 
motivated by the country's export industries’ near-term loss of 
price competiveness. In late 1979 the SNB'‘'s public policy returned 
to controlling money supply growth. 


The sudden expansion in money supply that resulted from the SNB's 
massive exchange market intervention in 1978 and 1979, combined with 
low interest rates, generated a large increase in credit demand from 
mid 1979 through 1980, creating strong upward pressure on prices. 
The SNB responded with a tightening of monetary policy. After 
growing 16.78 percent in 1978 and 6-8 percent in 1979, adjusted 
central bank money (ACBM) fell back by 7 percent in 1980 and 0.5 
percent in 1981. The SNB also raised the discount and Lombard rates 
four times in 1981 and did not hinder the banks from raising 
mortgage rates (the latter remain well below those in most other 
countries). During 1982 the SNB has been slow to reduce its 
discount and Lombard rates despite the trend in other industrialized 
countries. Mortgage rates have remained high by Swiss standards; 
however, some relief began in late 1982 as certain cantonal banks 
introduced modest reductions. The SNB had a target of 3 percent 


growth in ACBM in 1982, and by October ACBM had been increasing at 
about a 1.7 percent annual rate. 


The significance of fiscal policy in Switzerland is limited. 
Confederation (Federal) expenditures constitute one-third of total 
official outlays, while the remaining two-thirds are made by 
cantonal and local governments, Fiscal policy is restrictive. 
Public expenditures as a share of GNP are lower than in most 
Organization for Economic Cooperation and Development (OECD) 
countries. In the face of near full employment, there is neither an 
economic basis nor a strong public consensus for expansionary 
programs. By law, the government must seek to reduce and balance 
the budget. The budget deficit in 1981 was SF 173 million or about 
0.1 percent of GNP. While hardly expansionary, the deficit has 
drawn considerable public criticism in the recent past. Recent 
Parliamentary debate, however, indicates that major expenditure 
reductions will be difficult to achieve as the economy softens and 
the worst affected seek assistance. Similarly, the outlook for 
certain revenue initiatives, notably a tax on banks, is uncertain. 
In fact, the 1982 and 1983 budgets show deficits in the SF 1 billion 
range, about 0.5 percent of GNP. Payments to agriculture and 
transportation (railways), national defense, aid to developing 
countries, and social insurance programs account for the largest 
increases in federal government expenditure in the 1983 budget. On 
the revenue side, the Federal Government is counting on increased 
receipts from higher turnover tax rates adopted at the end of 1982. 





Agriculture 


Although less buoyant than in 1980, the Swiss food industry still 
did well in 1981. Almost all branches increased sales compared to 
1980, with the total reaching SF 4.4 billion in 1981, an advance of 
4.7 percent. According to the Conference of the Swiss Food 
Industry, increased sales were due primarily to export growth. 
Domestic sales of most foodstuffs increased only moderately. 
Because of increased competition on domestic markets, increased 
costs for raw products were only partly passed on to consumers. 
Domestic sales in 1981 increased 4.1 percent to SF 3.76 billion. 
Export sales of the Swiss food industry, however, rose 12.6 percent 
to SF 679 million, reaching about 15 percent of total sales 
(domestic and exports). The chocolate industry was the clear leader 
and increased its exports to SF 169.2 million, 27.6 percent. 


Per capita consumption of food products increased for pastry, 
chocolate, ice cream, and pasta products, but declined for 
children's food, edible fats and oils, margarine, soups, sauces, and 


spices. Prospects for 1982 are not promising given the overall 
decline in business activity. 


The value of agricultural output in Switzerland increased 4.2 
percent in 1981 over the previous year. Animal husbandry provided a 
major impetus for the rise, led by increased prices of hogs and 
somewhat less for milk. Grains, potatoes and sugarbeets led the way 
for a moderate rise (3.7 percent) in the value of crop farming in 
1981. For 1982 no significant changes are forecast. The Swiss 
government is likely to continue fostering crop farming in an effort 
to restrain milk and meat production. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Sales 


Industry 


Switzerland has the highest per capita income among industrialized 
countries and, accordingly, offers an attractive market for U.S. 
products. Businesses selecting multilingual Switzerland as a test 
market can draw valuable conclusions with respect to consumer 
preferences in major Western Europe markets. 





Long term prospects for marketing U.S.-made equipment and products 
remain good, provided the equipment is of high quality and possesses 
unique technology. In view of the current strength of the dollar, 
U.S. exporters will need to emphasize non-price aspects of their 
merchandise and commit themselves to a long range marketing 
strategy. Swiss buyers insist on quality and service from their 
traditional suppliers in Europe, and they expect the same treatment 
from U.S. firms. Manufacturers and exporters who wish to do 
business in Switzerland and expand their sales should remain alert 
to such factors as offering competitive payment terms, suitability 
or adaptability of their products to the Swiss market, distributor 
support in the form of product literature and technical manuals in 
the languages of the country, prompt response to requests for 
quotations, effective aftersales service, and participation in 
dealer promotion and Swiss trade fairs. 


Despite slower economic growth, Swiss industry will continue to 
invest in equipment designed to improve its competitiveness in 
export markets. Recent market studies have revealed that good to 
excellent sales prospects exist for office automation equipment, 
components and apparatus for automated materials handling, 
industrial controls and robots, alternative energy devices, advanced 
telecommunications equipment, and computer-controlled machine 
tools. Demand for novel types of catering equipment, and for 
reasonably priced medical equipment and supplies also remains 
lively. In order to assist U.S. companies interested in exploiting 
these opportunities in the Swiss market, the U.S. Government plans 
to mount trade promotion events for office automation, industrial 
electronics, security and saftey devices, space technology, retail 
automation, and fast food catering sytems in the course of the next 
18 months. Dates and details on such events are available from any 
U.S. Department of Commerce District Office. 


Attracted initially to U.S. consumer goods by low prices, Swiss 
department and chain store buyers now find novelty and styling 
equally important considerations. This applies in particular to 
housewares of every description, various types of sporting goods, 
and a large number of gift items. U.S. home textiles, luxury 
toiletries, sophisticated video games, and men's fashionable leisure 
wear are also popular. 


In the current competitive environment, U.S. manufacturers and 
exporters should maximize the use of advertising, seminars, 
international conferences and trade fairs to gain attention and 
exposure in Switzerland. Trade events are frequently international 
in scope and draw large numbers of participants and visitors from 
well beyond the country's borders. 





Agricultural Market Promotion 


U.S. market servicing activities will be continued during the 
current year for bulk commodities such as wheat, corn, and 
soyabeans. Market development emphasis will be placed on higher 
value and consumer-ready commodities which have a higher potential 
for increased sales, and few, if any, import restrictions. Since 
1977 bulk commodities/sales have held at a relatively constant level 
while the higher value and consumer ready market has increased about 
50 percent. 


Foreign Investment 


Switzerland continues to pursue a liberal policy towards foreign 
investment. Relatively few laws affect the investment climate. 
They are principally concerned with regulating the purchase of real 
estate by foreigners, limiting the number of permits issued to 
foreign workers, and licensing foreign banks by the Federal Banking 
Commission. Local industry welcomes cooperation with U.S. firms in 
the form of licensing and joint ventures. 


U.S. direct investment in Switzerland, with a book value of 11.3 
billion dollars at the end of 1980, accounted for 5.3 percent of 
total U.S. direct investment abroad and made Switzerland the fourth 
most favored country by U.S. investors. From the Swiss viewpoint, 
the United States is by far the most important foreign direct 
investor in Switzerland, followed by West Germany, Britain and 
France. Swiss direct investment in the United States totaled 3.7 
billion dollars at the end of 1980. Trade sources suggest that the 
vigorous expansion of Swiss investments in the United States, 
particularly in the period 1977 to 1979, was encouraged by an 
exchange rate favorable to the Swiss. 


Travel USA 


Tour operators, air carriers, hotels, and other organizations 
servicing Swiss visitors to the United States are finding that a 
softer Swiss franc and a return to traditional low Swiss inflation 
have combined to reduce the United States' "best travel bargain" 
reputation. The number of Swiss travelers is expected to stagnate 
at about 140-150,000 per year. Reports for the 1981 summer season 
indicate that deluxe tours and individual arrangements continued to 
sell well, while demand for low-cost packages fell off. There is 
also a marked shift away from charter-based tours, but there is 
continued healthy demand for Apex-based arrangements. The U.S. 
tourism industry must increase its emphasis on quality and service 
to retain the loyalty of Swiss travelers. This market needs 
continuing attention. If an independent office seems too expensive, 
the U.S. tour operator should consider an agent or representative. 
U.S. tour operators also should take advantage of annual events 
organized by the U.S. Embassy in Switzerland and the "Visit USA" 
Committee such as the USA Group Exhibit at the Swiss Travel Trade 
Workshop (November) or the "Visit USA" seminars conducted for 
counter-level sales personnel (January). 
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